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A N  E M P I R I C A L  E V A L U A T I O N  O F  T H E  R E L A T I O N S H I P  O F  
M A R K E T  V A L U E  A D D E D  W I T H  I N T E R N A L  C O M P A N Y  
C H A R A C T E R I S T I C S  
B Y  
O K U N  O M O K H U D U  &  F R A N C I S  K .  E M E N I  
D E P A R T M E N T  O F  A C C O U N T I N G  
U N I V E R S I T Y  O F  B E N I N ,  B E N I N  C I T Y - N I G E R I A  
A B S T R C T  
T h e  w i n d o w  d r e s s i n g  o f  j i n a n c / a l  s t a t e m e n t s  c r e a t e s  p r o b l e m s  f o r  
i n v e s t m e n t  d e c i s i o n  m a k i n g .  T h i s  n e c e s s i t a t e s  t h e  u s e  o f  o t h e r  m e a s u r e s  
t h a t  c a p t u r e  t h e  f u n d a m e n t a l  e c o n o m i c  r e a l i t y  o f  t h e  o r g a n i z a t i o n .  T h i s  
p a p e r  s e e k s  t o  e x a m i n e  t h e  r e l a t i o n s h i p  b e t w e e n  m a r k e t  v a l u e  a d d e d  a n d  
t h e  i n t e r n a l  p e r f o r m a n c e  c h a r a c t e r i s t i c s  a n d  h o w  t h i s  a f f e c t s  s h a r e  
p r i c e s .  
T h e  p a p e r  u s i n g  O L S  r e g r e s s i o n  t e c h n i q u e  s h o w s  t h a t  M a r k e t  V a l u e  
A d d e d  i s  h i g h l y  c o r r e l a t e d  w i t h  E c o n o m i c  V a l u e  A d d e d  t h a n  o t h e r  
i n t e r n a l  c o m p a n y  c h a r a c t e r i s t i c s .  T h e  i m p o r t  o f  t h i s  i s  t h a t ,  f o r  
m a n a g e m e n t  t o  i n c r e a s e  m a r k e t  v a l u e  a d d e d  i t  m u s t  c o n c e n t r a t e  o n  
i n c r e a s i n g  i t s  E c o n o m i c  V a l u e  A d d e d .  
L 2 1 .  K e y w o r d s :  M a r k e t  v a l u e  a d d e d .  
I N T R O D U C T I O N  
T h e  p r i m a r y  o b j e c t i v e  a n d  g o a l  o f  a  f i r m  i s  t o  m a k e  p r o f i t .  T h i s  s i n g u l a r  
o b j e c t i v e  p r o p e l s  t h e  f i r m  t o  m a x i m i z e  i t s  s h a r e h o l d e r  e q u i t y  a n d  a d o p t  
p o l i c i e s  t h a t  w i l l  i n c r e a s e  i t s  r e l e v a n c e  w i t h i n  i t s  i n d u s t r y  a n d  t h e  
e c o n o m y  a t  l a r g e .  F i r m s  c a n  b e  r a n k e d  a c c o r d i n g  t o  h o w  m u c h  v a l u e  t h e y  
h a v e  a d d e d  o r  s u b t r a c t e d  f r o m  t h e i r  s h a r e h o l d e r s  i n v e s t m e n t s  a n d  s o  f o r  a  
.  
f i r m  t o  s u s t a i n  i t s  c r e d i b i l i t y  i t  m u s t  c o n t i n u e  t o  a d d  a n d  i n c r e a s e  v a l u e .  
T h i s  i n c r e a s e  i n  v a l u e  i s  s e e n  e x t e r n a l l y  a s  t h e  w o r t h  o r  m a r k e t  v a l u e  o f  
t h e  f i r m .  
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The increase in value of a firm over time has a strong influence on the 
share prices of the firm in the stock market. It also serves as a basis for 
determining the investment decision to make by actual and potential 
investors. The effectiveness of the management of a firm in employing 
capital invested by shareholders is one strong factor amongst others that 
impacts on the value of firm. Thus the ability to create value is the only 
real control that managers have in attracting investors. Value creation by 
a firm can be done by establishing differing performance metrics to track 
value creation for both insiders and outsiders alike. 
This study seeks to determine through a cross sectional series spectrum 
the relationship between market value added and the internal 
performance characteristics and how this relationship affects the share 
price (market value) of a firm. In order to achieve this goal, an empirical 
analysis was conducted. The research methodologies, including the 
statistical analysis as well as boundaries of sample used were set out. 
The significance of this study derives from the fact that financial 
statement is prone to window dressing in order to portray a more robust 
performance. Financial statements on which investment decisions are 
made only reflect 'accounting profit". This profit is subject to the 
manipulation of the management of the organization. This require a shift 
from the use of accounting profit to more realistic economic profit to 
determine whether the organization has increased in economic value. 
This increase which is a true picture of the organization will in turn 
influence the market worth ofthe organization and lead to a better return 
on investment. 
THEORETICAL FRAMEWORK 
Market value added and internal performance measures. 
In determining the factors that drives share prices, there are a host of 
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f a c t o r s ,  b r o a d l y  c a p t u r e d  i n  t h e  f o r c e s  o f  d e m a n d  a n d  s u p p l y  d e r i v i n g  
f r o m  t h e  s e n t i m e n t s  o f  m a r k e t  a c t o r s .  T h e r e  a r e  t w o  c o m p e t i n g  a n s w e r s .  
V a r i a b l e s  u s e d  a s  i n t e r n a l  p e r f o r m a n c e  m e a s u r e s  c a n  d e r i v e d  f r o m  
a c c o u n t i n g  p r i n c i p l e s  o r  f a c t o r s  r e l a t i n g  t o  f u n d a m e n t a l  e c o n o m i c s  o f  t h e  
f i r m .  
I n t e r n a l  p e r f o r m a n c e  m e a s u r e s  i r r e s p e c t i v e  o f  t h e  b a s i s  o f  c o m p u t a t i o n  
m u s t  b e  r e l a t e d  t o  e x t e r n a l  p e r f o r m a n c e  m e a s u r e s .  I t  i s  c o n t e n d e d  t h a t  t h e  
b e s t  i n t e r n a l  p e r f o r m a n c e  m e a s u r e  i s  t h e  E c o n o m i c  V a l u e  A d d e d  ( E V A ) ,  
w h i l e  t h e  b e s t  e x t e r n a l  m e a s u r e  i s  t h e  M a r k e t  V a l u e  A d d e d  ( M V A )  \ \ h i c h  
i s  t h e  s h a r e ' s  v a l u a t i o n  b y  t h e  m a r k e t  o f t h e  v a l u e  a d d e d  t o  s h a r e h o l d e r s .  
I n t e r n a l  P e r f o r m a n c e  C h a r a c t e r i s t i c s  
T h e  m e t r i c s  f o r  m e a s u r i n g  t h e  i n t e r n a l  p e r f o r m a n c e  o f  a n  o r g a n i z a t i o n  
c a n  b e  b r o a d l y  c l a s s i f i e d  i n t o :  
F i n a n c i a l  M o d e l s  
N o n - f i n a n c i a l  m o d e l s  
E c o n o m i c  m o d e l s .  
F i n a n c i a l  M o d e l s  
T h e s e  a r e  p e r f o r m a n c e  c h a r a c t e r i s t i c s  b a s e d  o n  t h e  a c c o u n t i n g  m o d e l  o f  
v a l u a t i o n .  T h e  a c c o u n t i n g  m o d e l  o f  v a l u a t i o n  r e l i e s  o n  t w o  d i s t i n c t  
f i n a n c i a l  s t a t e m e n t s  t h e  i n c o m e  s t a t e m e n t  a n d  B a l a n c e  S h e e t .  T h e  
t r a d i t i o n a l  a c c o u n t i n g  m o d e l  o f v a l u a t i o n  c o n t e n d s  t h a t  s h a r e  p r i c e s  a r e  
s e t  w h e n  a p p r o p r i a t e  p r i c e / e a r n i n g  r a t i o  ( P I E  r a t i o )  a r e  c a p i t a l i z e d  b y  t h e  
s t o c k  m a r k e t .  
T h e  f i n a n c i a l  m o d e l  o f  p e r f o r m a n c e  m e a s u r e m e n t  h a v e  b e e n  u s e d  f o r  
m a n y  d e c a d e s ,  h o w e v e r  t h e y  a r e  b e d e v i l e d  b y  a  n u m b e r  o f  f a c t o r s .  R a y  
( 2 l l D 2 )  h i g h l i g h t s  s o m e  o f  t h e  d e f i c i e n c i e s  t o  i n c l u d e :  
t h e y  a r e  p r e p a r e d  b a s e d  o n  f i n a n c i a l  s t a t e m e n t  p r e p a r e d  u n d e r  t h e  
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Generally Accepted Accounting Principles (GAAP). These 
financial statements are subject to "window dressing" to reflect a 
0 better picture. 
Accounting earnings net of non-cash expenses are not a true 
0 measure of actual cash earnings generated by the firm. 
Accounting changes ignore the returns required by shareholders. 
That is it does not recognize the cost of capital committed into the 
0 company. 
They tend to be single period measure which can always be 
0 maximized by ignoring long term health of the company. 
They are usually influenced by accrual-based accounting 
conventions. 
Verma (2003) adduces the shortcoming of accounting models of 
0 valuation to the following: 
The models are easily influenced by the smart and perhaps 
0 mischievous management through window dressing. 
0 They do not incorporate the time value of money or risk. 
They do not help investors understand the intricate process of 
0 value creation . 
The models use historical data in most part to measure current 
performance. 
Non-Financial Models 
Non-financial models focus on non-financial / quantitative feature ofthe 
firm. One example is the Balance Scorecard which was first introduced 
by Norton and Kaplan in their book Balance Scorecard. They argue that 
the financial characteristics must be balanced by non-financial 
indicators. The thrust of balance scorecard is the behaviour at the 
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" c u s t o m e r  i n t e r f a c e " .  W i t h  b a l a n c e  s c o r e c a r d  m a n a g e m e n t  c a n  m e a s u r e  
h o w  t h e i r  b u s i n e s s  u n i t s  c r e a t e  v a l u e  f o r  c u r r e n t  a n d  f u t u r e  c u s t o m e r ,  h o w  
t h e y  m u s t  b u i l d  a n d  e n h a n c e  i n t e r n a l  c a p a b i l i t i e s  a n d  i n v e s t  i n  p e o p l e ,  
s y s t e m s  a n d  p r o c e d u r e s  n e c e s s a r y  t o  i m p r o v e  f u t u r e  p e r f o r m a n c e .  T h e  
b a l a n c e  s c o r e c a r d  c a p t u r e s  t h e  c r i t i c a l  v a l u e - c r e a t i o n  a c t i v i t i e s  
p e r f o r m e d  b y  s k i l l e d  e m p l o y e e s .  
T h e  f o u r  p e r s p e c t i v e  o f  t h e  S c o r e c a r d  p e r m i t  b a l a n c e  b e t w e e n  ( i )  l o n g  
t e r m  a n d  s h o r t  t e r m  o b j e c t i v e s  ( i i )  b e t w e e n  e x t e r n a l  m e a s u r e s  ( f o r  
s h a r e h o l d e r s  a n d  c u s t o m e r s )  a n d  i n t e r n a l  c h a r a c t e r i s t i c s  o f  c r i t i c a l  
b u s i n e s s  p r o c e s s e s ,  i n n o v a t i o n  l e a r n i n g  a n d  g r o w t h  ( i i i )  b e t w e e n  
o u t c o m e s  d e s i r e d  a n d  p e r f o r m a n c e  d r i v e r s  o f  t h o s e  o u t c o m e s  a n d  ( i v )  
b e t w e e n  h a r d  o b j e c t i v e s  a n d  s o f t  m o r e  s u b j e c t i v e  c h a r a c t e r i s t i c s .  
T h e  m e a s u r e  o n  a  b a l a n c e  s c o r e c a r d  s h o u l d  b e  u s e d  t o  a r t i c u l a t e  t h e  
s t r a t e g y  o f  t h e  b u s i n e s s ,  t o  c o m m u n i c a t e  t h e  s t r a t e g y  o f  t h e  b u s i n e s s  a n d  
t o  h e l p  a l i g n  i n d i v i d u a l  o r g a n i z a t i o n a l  a n d  c r o s s - d e p a r t m e n t a l  i n i t i a t i v e s  
t o  a c h i e v e  a  c o m m o n  g o a l .  T h e  e m p h a s i s  o f  s c o r e c a r d  i s  o n  b u s i n e s s  
s e g m e n t  w i t h  a l l  t h e  c h a r a c t e r i s t i c s  d i r e c t e d  t o w a r d s  a n  i n t e g r a t e d  
s t r a t e g y .  
E c o n o m i c  M o d e l s  ( E c o n o m i c  V a l u e  A d d e d  E V A )  
E V A  i s  a n  e c o n o m i c  m o d e l  o f  c o r p o r a t e  i n t e r n a l  p e r f o r m a n c e  i n t r o d u c e d  
b y  S t e r n  S t e w a r t  i n  t h e  1 9 8 0 ' s .  E V A  c a n  b e  d e f i n e d  a s  a  m e a s u r e  o f  
s u r p l u s  v a l u e  c r e a t e d  o n  a n  i n v e s t m e n t .  B r e w e r  e t  a l  (  1 9 9 9 )  d e f i n e  E V A  
a s  "  a  f i n a n c i a l  p e r f o r m a n c e  m e a s u r e  b a s e d  o n  o p e r a t i n g  i n c o m e  a f t e r  
t a x e s ,  t h e  i n v e s t m e n t  i n  a s s e t s  r e q u i r e d  t o  g e n e r a t e  t h a t  i n c o m e  a n d  t h e  
c o s t  o f  i n v e s t m e n t  i n  a s s e t s .  E V A  a s  a n  i n t e r n a l  p e r f o r m a n c e  m e a s u r e  ; i s  
s e e n  a n d  g e n e r a l l y  a c c e p t e d  a s  a  b e t t e r  m e t r i c  t h a n  t h e  a c c o u n t i n g  m o d e l  
b e c a u s e  i t  t a k e s  i n t o  c o g n i z a n c e  t h e  c o s t  o f  c a p i t a l  u s e d  i n  g e n e r a t i n g  t h e  
6 2  
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profit of the organization. The key principle of EVA is that value is 
created when the return on an investment exceeds the total cost of capital 
that correctly reflects its investmen; risk. 
There are various perspectives as to how EVA should be measured and 
seen. Some researchers see EVA as a mere theoretical modeL thus it apply 
in a real world setting as the adjustment necessary for EVA may be 
difficult to get in a real world. Weissenrieder ( 1997) argues that even if it 
is possible to make all 164 adjustments it will still nqt function well in 
practice. Shim in et al ( 1997) disagree pointing out that notable 
companies such as Coca-Cola, AT&T have been implementing EVA as a 
performance characteristics tool. Russ (200 I) state that Coca-Cola's 
share price increased from $3 when EVA was first adapted to over $60. 
There is a school of thought who sees EVA as re-packaged NPV at the 
departmental, divisional and firm-wide levels (Russ 200 I). Moreover 
they argue that both EVA and NPV take cognizance of the cost of capital 
and value created. EVA is thus given as: EVA = NOPAT - WACC x 
TA. 
According to Velez-Pareja (200 I) NO PAT is what remains of the return of 
a firm after subtracting expenses and depreciation. What is left is used to 
pay the providers of resources (debt and equity). When WACC x Total 
asset is subtracted what is recognized is the cost of money that they firm 
pays to the creditors and cost of capital it recognizes to the shareholders. 
This is the equivalent to the discounting processes when NPV is 
calculated. What remains Goetzman ( 1999) establishes the difference 
stating that NPV is multi-period model while EVA is a single period 
model; moreover NPV is meant for strategic decisions only, while EVA 
can be helpful for both tactical and strategic decisions. Estin ( 1999) also 
argues that EVA provides a consistent measure of value at different levels 
as well as for different areas of business action programs and strategies. 
Thus EVA allows for more detailed differentiated calculation of 
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m i n i m u m  r e t u r n s .  
E V A  i s  s e e n  b y  s o m e  r e s e a r c h e r s  a s  a  f o r m  o f  o r  t a k e n  a s  t h e  R e s i d u a l  
I n c o m e .  P r o p o n e n t s  b e l i e v e  t h a t  t h e r e  a p p e a r s  t o  b e  n o  d i f f e r e n c e  
b e t w e e n  t h e  m e a s u r e m e n t  p a r a d i g m  o f  R e s i d u a l  i n c o m e  w h i c h  h a s  
e x i s t e d  f o r  d e c a d e s  a n d  t h e  p r e s e n t  d a y  E V A  ( S h i m  i n  e t  a l  1 9 9 7 ) .  G r a y  e t  
a l  ( 1 9 9 9 )  a r g u e  t h a t  R e s i d u a l  i n c o m e  w a s  m o d i f i e d  b y  S t e r n  S t e w a r t  t o  
o b t a i n  E V A  m e t r i c .  S h i m i n  e t  a l  ( 1 9 9 7 )  c o n c l u d e  t h a t  E v a  m a y  s e e m  
s i m i l a r  t o  R e s i d u a l  i n c o m e ,  a d j u s t i n g  t h e  e q u i t y  r e s e r v e s  t o  b o t h  c a p i t a l  
a n d  o p e r a t i n g  p r o f i t  m a y  d i f f e r e n t i a e  E V A  f r o m  t h e  R e s i d u a l  i n c o m e .  
F u r t h e r m o r e  E V A  p u r p o r t e d l y  m e a s u r e s  w h a t  i n v e s t o r s  t r u l y  c a r e  a b o u t  
a n d  t h a t ' s  " t h e  n e t  c a s h  r e t u r n "  f r o m  o p e r a t i o n .  W h e n  c o m p a r i n g  E V A  a n d  
r e s i d u a l  i n c o m e ,  v a r i o u s  a c c o u n t i n g  r u l e s  m a y  d i s t o r t  R e s i d u a l  i n c o m e .  
D e s p i t e  t h e s e  d i f f e r e n c e s ,  E V A  a n d  R e s i d u a l  i n c o m e  a r e  r e l a t e d  a s  E V A  i s  
m e r e l y  a d j u s t m e n t  m a d e  t o  R e s i d u a l  i n c o m e .  
A l t h o u g h  E V A  h a s  b e e n  a d j u d g e d  a  b e t t e r  i n t e r n a l  p e r f o r m a n c e  m e a s u r e  
w h e n  c o m p a r e d  t o  f i n a n c i a l / a c c o u n t i n g  m o d e l s ,  c r i t i c s  a r e  o f  t h e  v i e w  
t h a t  E V A  a s s u m e d  a d v a n t a g e  i s  m i s p l a c e d .  W e i s s e n r i d e r  ( 1 9 9 7 )  a r g u e  
t h a t  E V A  a d j u s t m e n t  c a n n o t  b e  p o s s i b l e  i n  t h e  r e a l  w o r l d  o f  b u s i n e s s .  H e  
a d v o c a t e s  a  d i f f e r e n t  m o d e l  c a l l e d  C a s h  V a l u e  A d d e d  ( C V A ) .  G o e t z m a n n  
(  1 9 9 9 )  i s  o f  t h e  v i e w  t h a t  E V A  d o e s  n o t  a d d r e s s  t h e  i n t e r - t e m p o r a l  n a t u r e  
o f t h e v a 1 u a t i o n  p r o b l e m .  E s t i n  ( 1 9 9 9 )  c o n t e n d s  t h a t  E V A  s u f f e r s  f r o m  t h e  
s a m e  s h o r t c o m i n g s  a s  a l l  t h e  p e r f o r m a n c e  c h a r a c t e r i s t i c s  a n d  r a t i o s  b a s e d  
s o l e l y  o n  c u r r e n t  d a t a .  V e l e z - P a r e j a  ( 2 0 0 1 )  s u b m i t s  t h a t  E V A  d o e s  n o t  
m e a s u r e  v a l u e  a n d  i n c r e a s e  i n  E V A  d o e s  n o t  m e a n  v a l u e  c r e a t i o n .  R u s s  
( 2 0 0 1 )  s t a t e s  " O n  t h e  s u r f a c e  E V A  i s  s e e m i n g l y  a  p o w e r f u l  f i n a n c i a l  
m a n a g e m e n t  t o o l  w h i c h  i s  b e i n g  u s e d  s u c c e s s f u l l y  a n d  i n c r e a s i n g l y  b y  
s o m e  o f  o u r  c o r p o r a t i o n s .  H o w e v e r ,  w h e n  t h e  e m p i r i c a l  s u r f a c e  i s  
s c r a t c h e d ,  E V A  d o e s  n o t  s e e m  t o  b e  q u i t e  t h e  e l i x i r  p u r p o r t e d  b y  i t s  
p r o p o n e n t s .  I n d e e d  E V A  m a y  b e  n o t h i n g  m o r e  t h a n  a  c l e v e r  r e p a c k a g i n g  
o f  s o m e  v e r y  o l d  b u s i n e s s  p r i n c i p l e s " .  B r e w e r  e t  a l  ( 1 9 9 9 )  a r g u e  t h a t  
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some limitations of EVA to include; 
inability to control for size differences across plant or divisions like 
financial models. Large plant or divisions tend to have higher EVA 
relative to small counterpart. 
EVA is a computed number that relies on financial accounting 
method of revenue realization and expense recognition. 
Managers can manipulate these numbers by altering their 
decisions making process. Discretionary .expenditure can be 
term ina ted to boost EVA. 
EVA overemphasizes the need to generate immediate results; 
therefore it creates a disincentive for managers to invest in 
innovative product or process technologies. 
Inspite of the criticisms against EVA it is still regarded as a better internal 
performance metric because tit takes into cognizance the cost of 
generating returns. Moreover EVA is comprehensive and provides a 
consistent measure; of value at different levels (Estin 1999). It provides 
a link of overall strategy to individual investment and minor programs 
since creation of value at any point in the business chain promises 
benefits for the company or group as a whole. Other perceived 
advantage ofEVA over accounting models includes: . 
It avoids the problems associated with approaches that focus on 
percentage spread between Return on Equity and cost of equity. 
This approach may l.ead firms to turn away good projects to 
avoid lowering percentage spread. 
It makes top Managers responsible for a measure that they have 
more control over (the return on capital and the cost ofcapital are 
affected by their decisions) rather than one that they feel they 
cannot control as well (the market price per share). 
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E V A  i s  i n f l u e n c e d  b y  a l l  o f  t h e  d e c i s i o n s  t h a t  m a n a g e r s  h a v e  t o  
m a k e  w i t h i n  a  f i r m .  T h e  i n v e s t m e n t  d e c i s i o n s  a n d  d i v i d e n d  
d e c i s i o n s  a f f e c t  t h e  r e t u r n  o n  c a p i t a l  a n d  t h e  f i n a n c i n g  d e c i s i o n  
a f f e c t s  t h e  c o s t  o f  c a p i t a l .  
T h e  R e l a t i o n s h i p  b e t w e e n  M a r k e t  V a l u e  A d d e d  a n d  E c o n o m i c  V a l u e  
A d d e d .  
M a r k e t  v a l u e  a d d e d  i s  t h e  d i f f e r e n c e  b e t w e e n  a  c o m p a n y  f a i r  m a r k e t  
v a l u e ,  a s  r e f l e c t e d  p r i m a r i l y  i n  i t s  s h a r e  p r i c e s  a n d  t h e  e c o n o m i c  b o o k  
v a l u e  o f  c a p i t a l  e m p l o y e d .  T h e  e c o n o m i c  v a l u e  a d d e d  i s  c o n s i d e r a b l y  
l a r g e r  t h a n  a c c o u n t i n g  b o o k  v a l u e  s h o w n  i n  t h e  f i n a n c i a l  s t a t e m e n t .  
E q u i t y  v a l u e s  i n  t h e  b o o k s  i s  m a d e  u p  o f  s h a r e  c a p i t a l ,  s h a r e  p r e m i u m ,  
r e t a i n e d  e a r n i n g s  a n d  r e s e r v e s ,  b u t  a l s o  i n c l u d e s  e q u i t y  e q u i v a l e n t  
r e s e r v e s  a s  b a d  r e s e r v e s ,  c a p i t a l i z a t i o n  o f  R  &  D  i n  o r d e r  t o  s h o w  
a c c u r a t e l y  t h e  s h a r e h o l d e r s  t o t a l  c a s h  i n v e s t m e n t  i n  t h e  c o m p a n y  
( S t e w a r t  1 9 9 0  :  1 8 0 ) .  M a r k e t  v a l u e  i s  t h e  s h a r e  m a r k e t ' s  a s s e s s m e n t ,  a t  
a n y  g i v e n  t i m e  o f  h o w  s u c c e s s f u l l y  t h e  c o m p a n y  h a s  i n v e s t e d  i t s  c a p i t a l  
i n  t h e  p a s t  a n d  h o w  s u c c e s s f u l l y  i n v e s t o r s  e x p e c t  t h e  c a p i t a l  t o  b e  
i n v e s t e d  i n  t h e  f u t u r e .  T h e  u l t i m a t e  g o a l  o f  t h e  f i r m  w h i c h  i s  w e a l t h  
a c c r e t i o n  i s  a t t a i n e d  w h e n  m a r k e t  v a l u e  a d d e d  i s  m a x i m i z e d .  C h a n g e s  i n  
M V A  p r o v i d e  m o r e  u s e f u l  i n f o r m a t i o n  t h a n  t o t a l  M V A .  A n  i n c r e a s e  i n  
M V A  i n d i c a t e s  t h a t  t h e  f i r m  i s  g e n e r a t i n g  r e t u r n s  i n  e x c e s s  o f  t h e  c o s t  o f  
c a p i t a l .  
E V A  c a n  b e  v i e w e d  a s  a n  i n t e r n a l  m e a s u r e  o f  p e r f o r m a n c e  w h i c h  r e f l e c t s  
t h e  a b i l i t y  o f  t h e  f i r m  i n  a d d i n g  v a l u e  t o  s h a r e h o l d e r s .  T h u s  i t  i s  r e l a t e d  t o  
t h e  q u a n t u m  o f M V A  a n d  c h a n g e s  i n  M V A .  E V A  c a n  a l s o  b e  s e e n  a s  t h e  
e c o n o m i c  e a r n i n g s  t h a t  a r e  c a p i t a l i z e d  b y  t h e  m a r k e t  i n  a r r i v i n g  a t  t h e  
f i r m ' s  M V A .  T h u s  w e  c a n  c o n c e i v e  M V A  a s  a n  e x t e r n a l  m e a s u r e  o f  t h e  
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company's efforts at generating value. The link between MVA and EVA 
can be mathematically expressed showing MVA at any point in time to be 
equal to the discounted present value of all the EVA the company expects 
to generate in future . Where a company returns is exactly equal to the cost 
of capital, EVA is zero naira, and it will at a market value equal to capital 
and hence MVA would be equal to zero. Stewart (1990: 153) argues that 
EVA of a firm is like fuel that fires its MVA. EVA is the internal measure 
which logically results in building a premium or discount into the market 
value of a company. 
Methodology 
For the purpose of this study, we selected a sample of twenty-five firms 
across different sectors of the economy, listed in the Nigerian Stock 
Exchange in Lagos during the 2002 financial year. The information was 
obtained from records ofthe Nigerian Stock exchange data base and from 
financial statement of sample firms. All companies for which net 
earnings, book values of shareholders equity and prices at year end were 
available in the year under review were included in the sample. Firms in 
the sample were healthy firms non with a case of financial distress. All 
variables except market value are at fiscal year end. Stock prices will be 
the month-end average over twelve month period for 2002 financial year. 
With the sample of companies selected, it will be necessary to calculate 
relevant variables that can be used as internal performance characteristics 
of a company. A correlation between these variables as and Market Value 
Added (MVA) is calculated. These variables are organized as follows: 
Dependent Variable : Market Value Added (MVA) 
Independent Variables: Economic Value Added (EVA) 
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D a t a  a n d  E m p i r i c a l  R e s u l t s  
R e t u r n  o n  A s s e t  ( R O A )  
R e t u r n  o n  C a p i t a l  E m p l o y e d  ( R O C E )  
C u r r e n t  R a t i o  ( C R )  
E a r n i n g s  P e r  S h a r e  ( E P S ) .  
N e t  O p e r a t i n g  P r o f i t  A f t e r  T a x / S a l e s  
( N P M )  
S a l e s  t o  C a p i t a l  E m p l o y e d  ( S C E )  
T o t a l  A s s e t  T u r n o v e r  ( T O A )  
S h a r e h o l d e r  F u n d /  C a p i t a l  E m p l o y e d  
( S H F )  
A n a l y z i n g  t h e  a b o v e  e q u a t i o n  u s i n g  a n  o r d i n a r y  l e a s t  s q u a r e  e s t i m a t i o n ;  
w e  h a v e  a  r e s u l t  t h a t  s h o w s  t h a t  t h e  M a r k e t  V a l u e  A d d e d  ( M V A )  i s  
p o s i t i v e l y  r e l a t e d  t o  E V A ,  C u r r e n t  R a t i o  ( C R ) ,  T o t a l  A s s e t  T u r n o v e r  
( T O A )  a n d  S h a r e h o l d e r s  f u n d / C a p i t a l  E m p l o y e d  ( S H F ) ,  b u t  n e g a t i v e l y  
c o r r e l a t e d  t o  R e t u r n  o n  C a p i t a l  E m p l o y e d  ( R O C E ) ,  R e t u r n  o n  A s s e t  
( R O A ) ,  E a r n i n g s  P e r  S h a r e  ( E P S )  a n d  S a l e s / C a p i t a l  E m p l o y e d  ( S C E ) .  
W e  f i n d  t h a t  E V A  i s  s t a t i s t i c a l l y  s i g n i f i c a n t ,  w h i l e  c u r r e n t  r a t i o  i s  s l i g h t l y  
i n s i g n i f i c a n t .  A l l  o t h e r  v a r i a b l e s  a r e  s t a t i s t i c a l l y  i n s i g n i f i c a n t .  
F r o m  t h e  R - s q u a r e d  o f 0 . 9 6 6 0 3 ,  t h e  r e g r e s s i o n  o f  m u l t i p l e  d e t e r m i n a t i o n  
i s  0 . 9 3 3 2 2 ,  i n d i c a t i n g  t h a t  9 3 . 3 %  o f  t h e  c h a n g e s  i n  M V A  i s  e x p l a i n e d  b y  
t h e  c h a n g e s  i n  t h e  i n d e p e n d e n t  v a r i a b l e s .  T h e  F - v a l u e  o f  5 6 . 8 7 9  s h o w s  
t h a t  j o i n t  s i g n i f i c a n c e  o f  t h e  p a r a m e t e r  e s t i m a t e s  c a n n o t  b e  d i s m i s s e d  a t  
5 %  a s  t h e  o b s e r v e d  v a l u e  i s  g r e a t e r  t h a n  F - t a b l e  v a l u e  o f 2 . 5 9  a n d  a l s o  
a c c e p t a b l e  a t  a  m o r e  s t r i n g e n t  1 % .  
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Conclusion 
Literature suggests that there should be a high relationship between MV A 
and EVA. This study provides evidence in line with literature. The 
correlation between MVA and EVA was positive and highest of all 
internal performance characteristics. We conclude that EVA is a better 
performance characteristic, thus is it imperative for management to 
concentrate on increasing its EVA if it is to 'increase MVA for 
shareholders. 
69 
N i g e r i a n  J o u r n a l  o f B u s i n e s s  A d m i n i s t r a t i o n ,  / l o t .  6 ,  N o  2 ,  J u i J ;  2 0 0 4  
R e f e r e n c e s  
A 1 1 a o ,  A . R .  (  1 9 9 3 ) .  I n t r o d u c t i o n  t o  F i n a n c i a l  A c c o u n t i n g .  
L o n g m a n s , N i g e r i a .  
B a u m a l ,  W . J .  (  1 9 5 9 ) .  B u s i n e s s  B e h a v i o u r ,  V a l u e  a n d  G r o w t h ;  I "  E d i t i o n ,  
M a c M i l l a n ,  N e w  Y o r k .  
C o m p a n y  a n d  A l l i e d  M a t t e r s  A c t  ( C A M A ) ,  2 0 0 4 .  
D a v i d .  C . C .  ( 1 9 9 8 ) .  " T u r n i n g  S h a r e h o l d e r  V a l u e  i n t o  S t o c k  P r i c e "  , A B A  
B a n k i n g  J o u r n a l  V o l .  9 0  N o . 5  p p  5 9  
D a v i d ,  C . ,  M o n i c a ,  J  . C .  a n d  M i c h a e l ,  P .  (  1 9 9 8 ) .  M a r k e t  V a l u e  A d d e d  a s  
I n v e s t m e n t  S e l e c t i o n  T o o l :  A  P o r t f o l i o  S e p a r a t i o n  T e s t .  
W o o d ,  F .  a n d  A l a m ,  S .  ( 1 9 9 9 ) .  B u s i n e s s  A c c o u n t i n g  1 ;  8 ' h  
E d i t i o n ,  P r e n t i c e  H a l l ,  L o n d o n .  
G a r y ,  B . ,  R o b e r t ,  B .  a n d  J a m e s ,  W .  ( 1 9 9 9 ) .  " E v i d e n c e  o n  E V A " .  J o u r n a l  
O f  A p p l i e d  C o r p o r a t e  F i n a n c e ,  V o l .  1 2  N o .  1 2  
G o e t z m a n n ,  W .  a n d  G a r s i k a ,  S .  ( 1 9 9 9 ) .  " T h e  D e v e l o p m e n t  o f  C o r p o r a t e  
P e r f o r m a n c e  C h a r a c t e r i s t i c s :  B e n c h m a r k  B e f o r e  E V A " .  
W o r k i n g  P a p e r ,  Y a l e  S c h o o l  o f M a n a g e m e n t .  
H a l l ,  J .  a n d  B r u m m e r ,  M .  ( 2 0 0  1  ) .  " R e l a t i o n s h i p  b e t w e e n  M a r k e t  V a l u e  
A d d e d  a n d  I n t e r n a l  P e r f o r m a n c e  C h a r a c t e r i s t i c s "  A  W o r k i n g  
P a p e r .  
J e a n ,  E .  (  1 9 9 9 ) .  " E c o n o m i c  V a l u e  A d d e d  D r a w i n g  t h e  L i n e " .  A  W o r k i n g  
P a p e r  f o r  E s t i n  &  C o .  
J e n n i n g s .  A . R .  ( 2 0 0  1  ) .  F i n a n c i a l  A c c o u n t i n g ;  2 n d  E d i t i o n ,  C o n t i n u m ,  
L o n d o n .  
K a p l a n ,  R .  a n d  A t k i n s o n ,  A .  ( 1 9 9 8 ) .  A d v a n c e d  M a n a g e m e n t  
A c c o u n t i n g ; 3 " '  E d i t i o n ,  P r e n t i c e  H a l l ,  N e w  J e r s e y .  
K o  
M a  
O l e  
O n  
P e t  
R u  
S h  
S p  
S t (  
S t (  
V e  
V e  
K e k i n ,  K .  ( 2 0 0 3 ) .  " V a l u e  D r i v e r s  a n d  V a l u e  C r e a t i o n "  A  W
1  
7 0  
2004 
ng. 
on, 
BA 
lS 
nal 
·ate 
<\,. 
.lue 
ing 
ing 
Jm, 
ent 
A 
Nigerian Journal of Business AdministrO/ion, i"ol. 6. :\in 2. Julv. 200-1 
Working Paper. 
Koutsoyannis, A. ( 1979). Modern Aficroeconomics: 2"'' Edition. 
MacMillan, Hampshire, London. 
Marris, R. (1964). Theory of Managerial Capitalism, Macmillan. New 
York. 
Olowe, R.A. (1998). Financial Management, Concept, Analysis and 
Capital Investment; I" Edition, Brierly Jones, Lagos, Nigeria. 
Omorokpe, R.O. (2003). Dictionary of Financial Accounting Terms: I'' 
Edition. Mindex Publishing, Ben in-City. 
Peter, B. Gyan, C. and Clayton, H. ( 1999). "Economic Value Added: It 
Uses and Limitation". SAM AdvaY',·ed Management .Journal 
Vol. 64 
Russ, R. (200 1). "Economic ValueAdd::d: 1 ileory, Evidence A Missing 
Link". Business Journal Vol. 22. p;::,. 66 
Shim in, C. and James, D. ( 1997). 'Economic Value Added: An Empirical 
Examination of a New Corporate Performance Measure''. 
Journal ofManagement Issues, Vol. 9 
Spicer and Peglers (1980). Book-keeping and Accounts: Efh Edition, HFL 
Publishers Great Britain . 
Stephen, T. (2003) MVPS of MVA: Measuring How Much Market 
ValueCompanies Created.A Working Paper. 
Stewart, B.G. 111 (1990). "The Quest for Value :The EVA Management 
Guide".Aworkingpaper. 
Velez-Pareja, I. (200 I). "Value Creation its Characteristics. A Critical 
Look At EVA". A Working Paper for School of Industrial 
Engineering, Bogota, Colombia. 
Verma, B.P. (2002). Economic Value Addition by Indian Banks; A Case 
Study 
Weissenrieder, F. (1997). "Value Based Management: Economic Value 
Added or Cash Value Added". A Working Paper. 
71 
N i g e r i a n  J o u r n a l  o f B u s i n e s s  A d m i n i s t r a t i o n .  V o l .  6 ,  . ' l ' o  2 .  J u l y .  2 0 0 - 1  
A P P E N D I X  
T a b l e  1  M O N T H - E N D  S H A R E  P R I C E S  F O R  2 0 0 2  
F I R M  J A N  
F E B  M A R  A P R  M A Y  
J U N  J U L  A U G  S E P  O C T  N O V  O E C  A V E  
( N u m b e r )  
1  3 3 . 0 0  
3 2 . 7 0  
4 2 . 1 5  
4 9 . 6 6  3 5 . 3 3  2 9 . 6 0  3 0 . 6 0  
3 0 . 8 6  3 0 . 2 0  3 0 . 0 0  2 9 . 7 5  3 1 . 0 0  3 3 . 7 4  
2  
0 . 1 0  0 . 1 0  
0 . 1 0  0 . 1 0  0 . 1 0  0 . 1 0  0 . 1 0  
0 . 5 0  0 . 5 0  0 . 5 0  0 . 5 0  0 . 5 0  0 . 2 7  
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